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SUBJECT: 1999 California Land & Water Conservation Pilot Project Qualified
Donati ons Credit/Nonrecognized Gain On Sale O Property

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced February 24, 1999.

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED February 24, 1999,STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BI LL

This bill would establish the California Land and Water Conservation Pil ot
Project of 1999 within the Public Resources Code (PRC) and woul d establish tax
credits within the Revenue and Taxation Code. This analysis addresses the
provisions of the bill that pertain to the tax credits.

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a tax credit to taxpayers who donate property (as
defined) to the state, any local governnent, or to any nonprofit organization
designated by the state or | ocal governnent. The anount of tax credit under the
PITL would range from65%to 85%of the fair market value (FMV) of the donated
property. The anmpbunt of tax credit under the B&CTL woul d be 65% of the FMW of

t he donated property.

Al so under the B&CTL, a seller would not have to recognize gain on the sale of
property if the purchaser contributes it within 90 days of the purchase to the
state, a |local governnment, or a nonprofit organi zation, pursuant to the pil ot
project established by this bill

SUMVARY OF AMENDMENT

Under the PRC, the April 27 and April 14, 1999, amendnents nade changes to the
California Land and Water Conservation Pilot Project of 1999, which do not inpact
the department’'s policies, procedures or the collection of state income tax
revenue.

Under the B&CTL, the April 14, 1999, anendnent made a nonsubstantive, technical
change.
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The department's analysis of the bill as introduced February 24, 1999, still
applies. The departnent's inplenentation and technical considerations are
restated bel ow

| npl enent ati on Consi derati ons

The qualified contribution nust be accepted by the Secretary and approved by
the Legislature. Generally, when another state agency is handling itens which
are eligible for a credit, the agency is required to provide the FTB with
verification, such as the nanes of the recipient and the donor, the donor’s

t axpayer identification nunber(s), and the qualified credit anmnount. An
alternative would be for the Secretary to provide verification to the taxpayer,
who could provide it to the FTB upon request. Also, the author may wish to
consi der adding a requirenment that if the property were purchased froma
corporation within 90 days before donation, the purchaser nust disclose the
corporation nane and the date and | ocation of purchase, and that the
corporation nust receive verification fromthe Secretary that its gain should
not be recogni zed.

Section 37014 defines a “qualified donation” and the tax credits authorized by
this bill are based upon the existence of a qualified donation. Additiona
provisions with the pilot project would restrict the Secretary's ability to
accept property. For exanple, Section 37009 provides that property may not be
accepted by the Secretary if the land is otherwise required to be donated as a

condi tion of developnent. 1In the event land is accepted w thout the
Secretary's know edge of devel opnental set-aside requirenents, the tax credits
are authorized notwi thstanding that the property may not be qualified. If this

is not the author’s intention, amendnents may be necessary to nore closely tie
the Public Resources Code and Revenue and Taxation Tax Code definitions.

Credits are typically used within eight years of being earned. Since this
credit does not have a carryover limt, the departnent would be required to
retain the credit carryover on the tax forns indefinitely.

The Secretary is authorized to accept property, defined to include only
property for which a deduction under |IRC Section 170 is permtted. Apparently
the Secretary is to make a determnation on the eligibility of a tax deduction
If FTB staff disagreed in connection with an audit of the clainmed credit,

di sputes would arise with taxpayers caught in the m ddle.

Techni cal Consi der ati ons

Both the pilot project and the tax incentives are repealed on January 1, 2004.
The amendnment to Section 17039 in Section 2 of the bill provides a repealer on
January 1, 2004, and Section 3 of the bill, which reinstates Section 17039 to
current |aw, becones operative on January 1, 2004, |eaving both sections
operative for a day. Section 2 of the bill should be repeal ed on Decenber 31
2003, to avoid this problem However, the repealer in Section 2 is unnecessary
(and thus Section 3) and may cause confusion with respect to the transacti onal
operative date ("contribution made") of the actual credit |anguage proposed by
this bill. [If Section 2 were not repealed, its provision related to this credit
woul d becone obsol ete when the credit itself becones inoperative. At that tine,
t he amendnment to Section 17039 added by this bill could be del eted.
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More inportantly, if a contribution were nmade on or before January 2004, but

3 of the bill would result in the credit not receiving the preferential treatnent
specified in Section 2 of this bill.

for any qualified donation made on or after July 1, 2000, and before January 1
2004, since the credit provision is "

applies only to contributions made on or after July 1, 2000, and due to the
repeal date | anguage, "on or before January 1, 2004." The sane issues exist with

The actual credit | anguage all ows taxpayers a credit equal in amount to a
specified percentage "of the FW of any qualified donation"; however, if the

Resour ces Agency, the actual credit |anguage should elim nate the reference to
FM/ and instead directly tie the allowable credit anmbunt for each taxpayer to the

O herwi se, disputes may arise with taxpayers in circunstances where a taxpayer is
able to obtain an appraisal of FW/ that differs fromthat assuned by the

"qualified contribution.”
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